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altogether unfair, and that, anyway, we are opposed 
to the development of new companies and doing 
everything we can to discourage and hamper them 
in their efforts to become established. Sometimes 
these criticisms are sincere and sometimes they are 
not, but they are never true. We have tried earn- 
estly to make our work constructive, and have criti- 
cised only those methods and conditions which seem 
to us dangerous to the best interests of the policy- 
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the company paying the blackmail—has apparently 
sent the issue of his paper containing that article to a 
great many young life insurance companies, accom- 
panied by a circular letter soliciting their orders for 
extra copies. Having in mind Emerson’s statement 
to the effect that every man must make of himself 
a yardstick wherewith to measure others, it is doubt- 
ful whether we shall even have this fellow locked 
up for the criminally libelous statements about the 
editor of this paper, which:are merely the outward 
manifestations of a diseased and filthy mind. This 
article is written not as an answer to the attack above 
referred to—which does not deserve the dignity of 
a formal reply—but simply because we do not want 
the work we are doing in behalf of the policyholders 
and stockholders of the younger companies to be 
hampered in the smallest degree by any misappre- 
hension on the part of their officers and directors 
concerning our motives. The best friends of these 
companies are those who know enough about the life 
insurance business to recognize the dangers which 
they must overcome before success may be attained, 
and who honestly and frankly point out those dan- 
gers. Surely indiscriminate praise and flattery never 
help any man or institution. Of course, different 
editors may view the same facts from such different 
angles that their conclusions may vary considerably. 
We have in mind the case of a certain Southern life 
insurance company which has been so badly mis- 
managed that although a great sum has been col- 
lected from its stockholders and others, it has not to- 
day a sufficient volume of realizable assets to pay 
any responsible company for assuming its outstand- 
ing policy liabilities—leaving the stockholders en- 
tirely out of consideration, and assuming that they 
have lost their whole investment. The company was 
recently examined, and the article which we printed 
stated that the report showed a “very weak finan- 
cial condition.” A leading insurance journal re- 
viewing the same report said that the company 
showed a “very strong”’ financial condition. Neither 
that statement nor ours could possibly alter the facts, 
which in that particular case were so clearly evident 
that they could not be misinterpreted; and what 
good can possibly be expected to follow a policy of 
ignoring facts? The company that we have in mind, 
if it can hoodwink its agents, or induce them, them- 
selves undeceived, to hoodwink the public, may be 
able for a time to keep on collecting premiums for 
policies which must ultimately become valueless—a 
peculiarly contemptible form of rascality. Yet some 
of the directors of that company have accused us 
of all sorts of unfairness and misrepresentation in 
our reports upon it, though recently they have begun 








to realize that everything we said was true, and that 
they and their company would have been wise to 
have heeded these criticisms when they were made. 

Our understanding of our duty to our subscrib- 
ers, and through them to the public generally, is 
summed up in the following quotation of a letter re- 
cently written by us to the actuary of a small West- 
ern company which has been doing a lot of repre- 
hensible things, and which accused us of prejudice 
against the younger companies : 

“The statement that we are ‘making a business of 
opposing and endeavoring to prevent the progress 
of the younger class of companies in the United 
States’ is wholly without foundation, as the officers 
of many well-managed young companies will gladly 
testify. Where, however, we find companies man- 
aged along lines which our experience tells us can 
result only in disaster, or when we discover acts of 
dishonesty or breach of faith on the part of officers 
of insurance concerns, we will use all the power of 
our publications to enforce by publicity a correction 
of such conditions. Surely, however, we should not 
be held responsible for the troubles which come upon 
dishonest or incompetent life insurance officials 
merely because we give publicity to their actions; 
the officials themselves are to blame. 

“These principles applied to our business have 
made it necessary for us to criticise many of the 
younger companies, but no company which is sound- 
ly and honestly managed can truthfully state that 
our reports upon it have ever been other than help- 
ful; and there cannot be any doubt that we have 
safeguarded the interests of innumerable policyhold- 
ers, and also of stockholders, through our work.” 





UNIVERSAL LIFE OF CLEVELAND  DIS- 
SOLVED 

On page 12 of this issue will be found particu- 
lars concerning the dissolution of the Universal Life 
Insurance Company as the result of an action insti- 
tuted by the Attorney-General of Ohio. The con- 
cern pretended to be a life insurance company and 
sold stock to the public at from two to three times 
its par value, but it never completed organization as 
a life insurance institution. We charged long ago 
that its failure to do the business which its charter 
stated was the object of its incorporation was due to 
fear of the consequences which would follow the dis- 
closure of the amount of money it had collected from 
its stockholders and the disposition which had been 
made of these funds. By failing to qualify, it was 
able to avoid the making of proper reports. Our 
distrust was strengthened by the persistent refusal 
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of the concern to furnish us, or any one else, a clear 
statement of its transactions. 

We venture the prediction that the stockholders 
have lost in this promotion scheme—for it was never 
anything else—at least two hundred thousand dol- 
Here, then, is another chapter in the disgrace- 





lars. 
ful history of the exploitation of the public by un- 
principled persons posing as the promoters of Jegiti- 
mate life insurance companies; and the reputations 
of various persons who loaned their names to this 
enterprise—that action alone making it possible for 
the promoters to ply their trade successfully—have 
acquired a thick black smudge that they will find 
it hard to rub off. 

As usual with concerns of this type, this one spent 
as usual, our 
were the sub- 
ject of attack by various insurance journals: and we 


a good deal of money for advertising ; 
uniformly unfavorable reports upon it 


may perhaps be pardoned for adding that, also as 
usual, the event shows that we were right and they 
were wrong. 
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NOTICE TO SUBSCRIBERS. 


File This Paper for Reference. 

We wish to impress upon our subscribers the im- 
portance of keeping on file all issues of “Best’s Life 
Insurance News” of any one volume. This is the first 
number of Volume IX. All reports in this issue, and 
those in subsequent issues, are supplementary to the 
reports in our 1914 volume, which volume will be de- 
livered to subscribers early in June. ) 

By keeping a file of these papers in a convenient 
binder you will not only save time and unnecessary 
trouble for yourself, but for us also. Frequently 
inquiries are made concerning companies which have 
already been reported upon in this paper, and we have 
only to write back and refer to the report which has 
been printed in our paper. By referring to the cumu- 
lative index in the latest issue, subscribers can very 
easily ascertain what companies have been reported 
upon since our annual volume was issued. 

For the purpose of keeping these issues together 
and in order, we furnish a very substantial binder. 
The price is one dollar, postpaid. Subscribers should 
have one of these, and thus keep the issues of “Best’s 
Insurance News” handy, making this binder a com- 
panion to the annual volume. 





Latest Insurance Decisions Discussed 


By WILLIAM OTIS BADGER, JR. 
(OF THE NEW YORK BAR) 





THE SUICIDE CLAUSE. 
There Must Be a Mental Appreciation of the Act. 


This was an action to recover upon a policy of life | 


insurance issued by the 
The insured 
thirty-eight years of age. 

pation, 


upon the life of 
young man about 
He was a barber by occu- 
shop. For some years his 
health had been poor, requiring him at various times to 
seck employment taking him into the outdoor air. He 
suffered great pain at intervals. His eyesight was poor; 
the sight of one eye being almost entirely gone. He 
was under a physician’s care and customarily carried upon 
his person bottles of remedies, at least one of which 
was a four-ounce bottle. On the day of his death and 
about two hours previously thereto, he purchased of a 
druggist a four-ounce bottle of carbolic acid. He had 
made similar purchases before. That particular kind 
of acid was in use by him for sterilizing his barber tools. 
Just before his death he went into a saloon and with a 
pencil wrote something upon a piece of paper. He then 
called for a glass of beer and took it to a table in the 
place. Soon afterwards, he called for another, saying 
that he had broken the first. Although no broken glass 
was to be seen, the bartender gave him another, which 
he took into the water-closet. He was next seen com- 
ing out of the closet, when he stated that he had killed 
himself. Of several persons, he requested a physician. 
One was summoned, but insured soon died. His lips, 
month, throat, and stomach were found to be burned with 
carbolic acid. The bottle of acid was found upon him, 
about one-third emptied. Upon his person a letter was 
found addressed to his wife (presumably the one he 


respondent, 


one Bernard. was a 


owning his own 





had just been writing). That letter was not produced, 
but two witnesses gave its contents in general terms. 
They said it asked his wife to forgive him and that 
she take care of the children. One witness said it con- 
tained the statement that he could stand it no longer 
and that it expressed love for his wife. It further ap- 
pears that previously the insured had had issued to him 
a revolver permit; that his wife, one of the plaintiffs, 
observed him standing in front of a looking glass with 
the revolver in his hand, and that she thereupon re- 
quested the cancellation of the permit and secured pos- 
session of the revolver. 

The judgment of the Court which I now give goes 
very fully into the evidence and there will be few who 
do not agree that there ought to have been a new trial. 

“The issuing of the certificate, the payment of all pre- 
miums due, and the death of the insured are all con- 
ceded. The defense is based upon the conceded fact 
that Bernard died from carbolic acid administered by 
his own hand. In this connection, there is invoked a 
suicide clause in both the certificate of insurance and 
in the by-laws of the respondent. Both these clauses 
are set forth, in full in the answer. 

Plaintiffs do not attempt to combat the proof that the 
insured met his death from self-administered carbolic 
acid, and that conclusion is required from the evidence. 
But to escape the consequences of the provisions in 
avoidance of the policy plaintiffs advance two argu- 
ments. 

It is first urged that the defense in avoidance is af- 
firmative in character and that its burden rests upon 
the respondent; that respondent, in its answer, has urged 
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the sole defense of suicide, that the act of suicide under 
our decisions, implies and requires that the suicide be a 
sane person, capable of appreciating the character and 
consequences of his acts; and that the evidence in this 
case presents a question of fact as to whether or not 
the insured was possessed of that degree of mentality. 
It-is true that our Court of Appeals has held that an 
insane man cannot commit suicide. That suicide im- 
plies a mental appreciation of an act, such as an insane 
man could not have. Meachem vs. Association, 120 
N. Y. 242, 24 N. E. 283; Shipman vs. Home Circle, 174 
N. Y. 398, 67 N. E. 83, 63 L. R. A. 347. But this entire 
argument rests upon the narrow construction of the 
answer, as raising solely the defense of suicide, in its 
strict sense. I cannot accede to that construction of this 
pleading. Tse answer pleads the self-destruction clauses 
of both the by-laws and the certificate. Such clauses, 
as will be seen from an examination of them, are suff- 
ciently broad to void this policy regardless of the men- 
tal condition of the insured, and it therefore seems to 
me that, in asserting “suicide” as a defense, that de- 
fendant should be deemed to have used that term in 
its colloquial sense as embracing all acts of self-destruc- 
tion, regardless of the mental condition of the subject. 

The second argument of the appellant is somewhat 
different and has more merit. It must be conceded that 
the defense of self-destruction is affirmative, and the 
burden of sustaining it rests upon the defendant. In 
establishing that defense it was incumbent upon the de- 
fendant to negative the possibility of this acid, having 
been taken by mistake; for, if taken through error, then 
clearly the clause of the policy, in avoidance, is not ap- 
plicable. It is urged by appellant that defendant has 
not met that burden, so conclusively as to resolve that 
question into one of law, rather than one of fact. The 
effect of the holding of the trial court, in directing a 
verdict for the plaintiff for the amount, only, of premiums 
paid, is that the evidence adduced, upon this affirmative 
defense, by both sides, permits but the single infer- 
ence that the acid was taken intentionally. If such 
court was right in its conclusion, then such question 
was properly handled as one of law. But, if contrary 
inferences are permissible from such evidence, then such 
evidence should have been submitted to the jury. 

By reason of his frequent use of carbolic acid, in his 
business, this particular purchase proves little in aid 
of defendant. It is as compatible with mistake as 





with the intentional taking thereof. The circumstances 
of the taking of the acid (except the writing of the 
letter) are also easily to be reconciled with mistake, 
and perhaps his requests for a physician even tend to 
support the theory of mistake more strongly than that 
of intention. The letter affords the greatest argument 
in favor of the defendent. But the contents of that 
letter are hazily given, and, from the portions recol- 
lected, it may be that a contrary inference is drawn 
than would be present if the missive itself was before 
the jury, complete. Defendant finds further assistance 
in the previous occurrences with the revolver, urging 
a tendency to take his own life to be shown therefrom. 
It does not appear, however, that he ever made any 
actual attempt so to do, and the evidence is not of 
strong probative value, in and of itself. 

On the other hand, the ill health and suffering of the 
insured, his poor eyesight, and his custom of carrying 
his physician’s remedies in bottles of the size and char- 
acter of the one containing this acid, are all circum- 
tances that tend to weaken the theory of intention and 
to support that of mistake. There is no evidence of 
any preannouncement of intention to destroy himself, 
nor is there any circumstance shown which differen- 
tiates his life on that day from what it had been re- 
peatedly and continuously theretofore. 

Added to these circumstances is the legal presump- 
tion: first, of sanity; and, next, against suicide. Sanity, 
being the normal condition of mankind, its existence is 
presumed until the contrary is shown. Suicide, being 
unlawful and immoral, the presumption obtains in favor 
of mistake rather than suicide and is conclusive until 
the contrary is shown. 

I am of the opinion that the defendant did not make 
out its defense of intentional self-destruction with such 
clarity as permitted the court to dispose of the matters 
as a question of law. It seems to me that a jury 
might find from all the circumstances that this acid was 
taken by mistake and in the belief that it was medicine 
proper to take. If I am right in this, then a jury 
question was presented and a reversal is required. 

The judgment should be reversed, and a new trial 
ordered, with costs to the appellant to abide the event. 
All concur. 

Benard et al vs. Protected Home Circle, 146 N. Y., 
Supp. 232. 








Reports Upon Companies and Associations 








AMERICAN ASSURANCE COMPANY, 
PHILADELPHIA, PA. 
Supplemental Report of Examination. 

In the April issue of this paper 
we reviewed the report of examination 
made by the Insurance Departments of 
Pennsylvania, New Jersey and Virginia, 
which should be read as part of this 
report. A supplemental examination 
was made by the Pennsylvania Insur- 
ance Department as of April 22, 1914. 
On December 31, 1913, the capital of 
the company was found to be impaired 
$48,334.11. At a special meeting of the 
stockholders held April 2, 1914, the 
capital was reduced from $350,000 to 


$300,000, transferring the difference to 
surplus account. 

According to the report of examina- 
tion, the company’s financial condition 
on April 22, 1914, showed total admit- 
ted assets of $435,792.68; total liabili- 
ties, except capital, $127,044.27; paid-in 
capital, $300,000; net surplus, $8,748.41. 

In the general comments of the ex- 
aminers the following statements are 
made: 

“In our former report we had to de- 
duct as assets not admitted debits pur- 
chased, amounting to $23,427.75, which 
were secured by notes of the American 
Corporation. Since that report was 








made, however, these notes have been 
taken up, and the company given credit 
for same. 

“Since the former report the com- 
pany has withdrawn from the States 
of Maryland, West Virginia and Dela- 
ware, 

“The securities of doubtful value re- 
ferred to in the former report have 
been taken off the company’s hands by 
the American Corporation, and the lat- 
ter’s notes given in exchange therefor. 
While these cannot be allowed as as- 
sets, the company should eventually 
receive this money by retaining a pro- 
portion of the premiums collected, 
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which belong to the American Corpo- 
ration. 

“The valuation of securities made as 
of December 31, 1913, is used in this 
report. 

“The title pages covering mortgages 
owned by the company, which were not 
shown at the time of the last examina- 
tion, are now in possession of the com- 
pany, and are in satisfactory form. 

“The reserve on the company’s busi- 
ness was estimated, and the method of 
estimating same was approved by the | 
actuary of this department. 

“Credit should be given to the man- | 
agement of the company for endeavor- 
ing so promptly to work out of their 
difficulties. The president has volun- 
tarily relinquished $4,000 per annum of 
his salary, and I am informed by the} 
management that savings of at least | 
$15,000 per annum have been effected.” | 


| 











GUARANTEE FUND LIFE ASSOCIA- 
TION, OMAHA, NEB. | 

Repert of Examination by Kentucky 
Insurance Department Reviewed — 
Methods of Management Severely 


Criticised — Company’s Keply, and 
Rejoinder of the Examiner. 
This assessment association was ex- 


amined by the Kentucky Insurance De- 
partment as of September 30, 1913, the 
report being dated October 17, 1913. 
The association had been refused a) 
license by the Insurance Commissioner | 
of Kentucky before the examination, | 
and the association commenced man- 
damus proceedings to secure the li- 
cense, which are still pending. The | 
Insurance Commissioner thereupon sent 
Cc. F. Thomas, examiner for the Ken- 
tucky Department; Guy F. Van Sant, 
Deputy Insurance Commissioner of 
Kentucky, and W. R. Halliday, con- 
sulting actuary of Birmingham, Ala., 
to examine the association. The report 
is signed by C. F. Thomas. It is very 
voluminous, and, as stated in our last 
month's issue, contains many scathing 
criticisms. These criticisms are of such 
a nature that they do not require any 
further comments by us, and in each 
case we will quote the report verbatim. 
Plan of Operation. 

Several pages of the report are taken 
up by the quotation of the laws of Ne- 
braska covering mutual benefit and 
Stipulated premium .associations: also 
extracts from the company’s articles of 
incorporation and by-laws. 

The association claims to be con- 
ducted on the mutual assessment plan. 
It grants to its members a quarterly 
term policy, renewable at the option of 
the member. Each member at entry 
PayS a guarantee deposit, the amount 
depending on the age at entry, and is 
based on $1 for each year of age for 
each $2,000 of insurance. This guaran- 
tee deposit is credited to the reserve 
fund. 

Prior to the amendment of the arti- 
cles of incorporation on January 9, 
1913, the association agreed to repay 
the guarantee deposit in addition to 
the death claim. When the articles of 
‘ncorporation were amended the pro- 
vision to repay this guarantee fund 
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deposit was eliminated, and it now rep- 
resents simply an additional charge for 
insurance. 

Under Article 7, Section 1, of the by- 
laws, the board of directors have the 
power to increase assessments indefi- 
nitely to meet further claims if the 
reserve fund becomes exhausted. 

Article 5 of the articles of incorpora- 
tion, and Section 6 of thé by-laws of 
the association authorize it to write 
term insurance on the mutual assess- 
ment plan only. The term of insurance 
for each member is three months, and 
he is required to pay his part of the 
losses and expenses occurring during 
the term for which he is insured. At 
the end of the term he is permitted to 
renew his insurance for a like term, if 
he so desires. 

The examiner states that “This com- 
pany, operating on a mutual assess- 
ment plan, has no right to provide for 
a reserve fund, because the members 
of such companies are not expected to 
lay up a reserve, but look to each other 
to pay all losses and expenses of the 
companies as they occur; and the laws 
of Nebraska do not contemplate that 
mutual assessment associations shall 
levy assessments in excess of the losses 
and expenses incurred at the time of 
the levy, or, if levied in advance, not 
greater than may be reasonably ex- 


_pected to occur in and during the term 


covered by such levy.” 


“It certainly cannot be contended 
that the law permits mutual assess- 
ment companies to lay up unlimited 


reserves through large and useless as- 
sessments, and then deny them the 
right to make ‘equitable distribution’ 
among the members of any surplus thus 
accumulated.” 

The examiner lays great stress on 
what he considers to be the unwar- 
rantable action of the association in 
confiscating the guarantee fund deposit 
of the members. In this connection we 
quote from the report as follows: 

“If this company desires to make its 
members put up a deposit, on admis- 
sion to membership, of a given sum to 
be held as a guarantee, or security, for 
the payment of assessments levied on 
him for his part of the losses and ex- 
penses occurring during his term of 
insurance, I see no objection to it, but 
when such a company claims that this 
deposit is held as a reserve to meet ex- 
cessive losses that may occur during 
some future period for which the mem- 
ber has no contract of insurance, and 
then undertakes to say that, if, after 
paying his full part of all losses and 
expenses incurred during the period for 
which he is insured, he dies, or de- 
clines to renew his insurance for an- 
other term, he shall forfeit his guaran- 
tee deposit, such contention appears to 
me to be both unconscionable and ab- 
surd, 

“In addition to the reserve fund just 
mentioned, this association has con- 
stantly made large assessments on all 
its members for each succeeding term 
of insurance without . regard to the 


amount already on hand in said fund 
the amount of 


and its relation to 





claims to be paid. While there has 
been some fluctuation in the amount of 
collections, there is no relation what- 
ever, in the amounts thus collected, to 
the amount of claims paid.” 

The total collections, as shown by 
the report, for the year 1912 and the 
first nine months of 1913, amount to 
$780,779.42, and the amount of claims 
paid was only $225,300. In comment- 
ing further in regard to this the report 
goes on to say: 

“From the foregoing it will be seen 
that the members of this association 
have been required in the past to pay 
by way of assessment and guarantee 
deposit far more than has been needed 
to pay the death losses and other legit- 
imate expenses of the association, the 
excess of which, in my judgment, rep- 
resents a liability of the association to 
its members. 

“It is the practice of the association, 
upon failure of a member to pay his 
assessments, to lapse his policy, not- 
withstanding the fact that the Mortu- 
ary Fund to which he has contributed 
on prior assessments has at the time 
a considerable surplus in addition to 
the amount previously deposited by 
him and held in the Reserve Fund as 
security for the payment of his assess- 
ment; and he, in consequence of his 
failure to pay an assessment which is 
unauthorized and unnecessary, is 
forced to forfeit his interest in both 
the Mortuary and the Reserve Funds. 
This, in my opinion, is a flagrant and 
inexcusable disregard of the rights of 
these members. 

“It is contrary to the spirit of the: 
law of that State as well as the object 
of such organizations as this one pre- 
tends to be, and in absolute violation 
of every principle of honesty and fair 
dealing. 

“In mutual assessment associations 
the member should at least be entitled 
to have his policies continued in force 
until he has consumed whatever sur- 
plus there may be belonging to him in 
the Mortuary and Reserve Funds. Itis 
for this reason that the balances of 
these funds are shown in this report 
as liabilities.” 


Bookkeeping Methods. 


“Books of Account. These are not at 
all satisfactory. While they are neatly 
written and correctly summed, yet the 
entries, especially in the Journal, are 
very deficient in information. No au- 
thority is produced for the entries and 
vouchers for the Journal are wanting. 

“Further, a practice has been re- 
cently introduced not to post individ- 
ual items to the Ledger, but to sum- 
marize each month’s entries on slips of 
paper, enter a summary of the totals of 
these slips at the end of the month and 
post from the summaries in Cash Book 
—the slips then being destroyed. 

“The result is that any efficient check 
on the operation is rendered almost 
impossible, without an excessive ex- 
penditure of time and labor. 

“Your examiner suspects that this 
System has been devised for this pur- 
pose. 

(Continued on next page.) 
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Guarantee Fund Life (Continued). 

“Two examples may be given—one 
has already been referred to at some 
length, namely, the State Tax on as- 
sessments. 

“In the year 1913 the State taxes 
have been mixed up with licenses, fees, 
advertising bills, etc., thus endeavor- 
ing, apparently, to conceal their 
amount and render detection of the 
small payments impossible. 

“Another instance is the interest paid 
to the President on the bank loans. 
This item was found in the Ledger to 
the debit of the account ‘Interest on 
Guarantee Notes.’ 

“A complete analysis of the accounts 
was impossible. A further search 
would possibly reveal other irregulari- 
ties. 

“The Minute Book of the Association 
has been badly kept. Two years of 
minutes are missing altogether. It was 
explained that no meetings of direct- 
ors were held during that time. The 
minutes, as found, contain little of im- 
portance. Death claims usually are 
shown and recently loans are author- 
ized before they are made. Since the 
examination started, the minutes for 
several months past have been written 
up and signed.” 





In another part of the report the ex- | 


aminer figures that the association 
should have paid $7,163.60 for taxes on 
assessments, and that the amount paid 
by the association had been only $2,- 
086.38, leaving a balance of $5,077.22 
“of which the various States have been 
deprived by the juggling of the figures 
by the Association. The State of Texas 
is probably the heaviest loser, having 
been paid only about one-tenth of the 
probable amount. It must be remem- 
bered that these figures were sworn to 
by the Association. We made diligent 
effort to get an explanation from the 
Association of the above discrepancy 
without any kind of success. We, there- 
fore, conclude that very little credence 
should be given to the statements of 
the Association even when made un- 
der oath.” 


Borrowed Money. 


Among the liabilities on September 
30, 1913, was shown an item of bor- 
rowed money amounting .o ,v,000. The 
report states that on June 24, 1912, the 


low: Ewing State Bank, Ewing, Neb., 
$5,000; Farmer’s & 
Havelock, Neb., $4,400, 
30, 1913, the New Castle State Bank, 
of New Castle, Neb., was charged with 
the sum of $5,000. These three sums 
were credited in the ledger to an ac- 
count headed “Advanced to E. F. by 


Directors Buffington & Whittemore.” | never reaches the association, 


Bank en- | 


- “The New Castle State 





lowing periods: Ewing State Bank, 
June 24, 1912, to date; Farmer’s & Me- 
chanic’s Bank, June 24, 1912, to August 
14, 1918; New Castle State Bank, April 
30, 1913, to July 2, 1913. 

“Meanwhile the Association had paid 
interest to the President, Mr. J. C. Buf- 
fington, for the use of this money. On 
July 3, 1913, he got a check for $624.96 
for interest up to July 1, 1913. 

“Mr. Fred Whittemore, who is a di- 
rector of this Association, is Vice Pres- 
ident of the Ewing State Bank and the 
New Castle State Bank and President 
of the Farmer’s & Mechanic's Bank, 
and J. L. Fisher, who is President of 
the Central Loan and Investment Com- 
pany of which Mr. Whittemore is Sec- 
retary and Treasurer, is Cashier of the 
Ewing State Bank. 

“The real purpose of the above ad- 
vancements is not apparent to me and 
the statement in the book that the 
money was advanced to the Expense 
Fund appears to have no basis in fact 
when viewed from the standpoint of 
any need, or use, in meeting the de- 
mands made on said fund and the in- 
terest paid by the Association on this 


money, amounting to $624.96, was 
wrongfully taken from the Reserve 
Fund.” 


Lapse Rate. 

The reports show that the company 
wrote $14,306,000 of business during the 
first nine months of 1913, and the busi- 
ness cancelled by death and lapse in 
the same period was $8,362,000, which 
indicates that the policies are lapsing 
at a very high rate. 

(See President's answer to this criti- 
cism.) 

Death Claims. 

“The 1912 claims paid include about 
$16,000 due to beneficiaries of members 
who died in 1911, while the 1913 claims 
paid include about $45,000 due to bene- 
ficiaries of members who died in 1912. 
On September 30, 1913, claims were in- 
timated and outstanding for $26,000. 

“No register of claims intimated or 
of claims paid is kept. The office force 
professed ignorance of claims due and 
referred the examiners to the President. 
It transpired that all papers relative 
to claims were kept by the President 
in his desk. On inquiry he informed 
your examiner that two claims for 


$4,000 were outstanding on September 
accounts of the following banks were 


charged with the accounts shown be-.| 


Mechanic’s Bank, | 
and on April | 


30th. By persistent inquiry in the of- 
fice ten claims for $26,000 were found.” 
(See remarks in the president’s and ex- 
aminer’s replies below.) 


Commissions. 


The soliciting agent gets the initial 
cash payment which is paid by the as- 


sured on application for a policy, the 
/amount of which is equal to 50 per cent 


try was reversed through the Journal — 


on July 2, 1913, and the Farmer's & 
Mechanic’s entry on August 14, 1913. 
The Ewing State Bank entry still 
stands. 

“It would seem that the money was 
lying idle all the time and these banks 
had the use of the money for the fol- 


of the guarantee deposit, and this sum 
nor is 
it entered on its books. 

“Each applicant for insurance must 
be recommended by a banker who for 
this recommendation receives a _ fee 
equal to 5 per cent of the amount of 
the guarantee deposit, but which shall 
not exceed $3.00. The checks for these 
fees are not paid to the bank but to 
individuals connected with the banks 


and, in the opinion of your examiner. 
every one of these banks is therefore 
an agent of the association and should 
be licensed as such. 

“Appended to this report is a copy 
of a Bankers’ Due Bill showing that 
in certain cases these fees are not paid 
in cash, but are credited on cash pre- 
mium due by these bankers on applica- 
tions for policies on their own lives; 
it, therefore, appears that, if these 
Bankers are not agents, this is re- 
bating.” 

Control of the Association, 


| The Articles of Incorporation provide 
‘that the association shall be managed 
'by a board of five directors, At the 
‘date of the report there were only four 
members, one of the directors having 
resigned in May, 1913, but this vacancy 
was not filled. 

“At the December meeting of the 
board of directors, 1912, notices were 
ordered to be sent to members that a 
meeting would be held on January 9, 
1913, for the purpose of amending the 
Articles of Incorporation of the As- 
sociation. The minute book does not 
show that any such meeting was held, 
or that anybody was present on Janu- 
ary 9, 1913, but at the meeting of the 
board of directors held on February 
6, 1913, the following resolution was 
adopted: 

“*Moved by Mr. Martin, seconded by 
Mr. Whittemore, that the votes of the 
members cast at the special election 
held on January 9, 1913, be opened, 
canvassed and the result thereof an- 
nounced, as required by the by-laws. 
Unanimously carried. The board there- 
upon proceeded to canvas the votes of 
the members cast at the said special 
meeting and announced the result as 
follows: for the amendment 728, against 
— 

“I am appending to this report a 
copy of notice sent to members referr- 
ing to said meeting of members which 
is marked ‘A.’ It will be observed in 
examining this notice and ballot that 
nothing is said directly about this par- 
ticular change (the surrendering of the 








guarantee deposit.—Ed.) and the effect 





that the directors intended that it 
should have with reference to the mem- 
bers guarantee deposits. If any mem- 
ber to whom the notice and proposed 
amendment was sé@nt chanced to ob- 
serve the omission without knowing 
the intention of the directors in leaving 
it out he would, in all probability, have 
paid little attention to the fact that it 
was omitted because he would naturally 
regard a promise to pay back to the de- 
positor a fund that already belonged to 
him as surplusage. 

“I am quite certain that it was not 
entirely clear to the members of this 
Association that they were voluntarily 
Surrendering to it their right to their 
guarantee deposit, and that they in- 
tended to so do. The plan set forth 
in Section 31 of their By-laws referred 
to above is not calculated to draw to- 
gether a very large and enthusiastic 
number of members. In fact the con- 
venience which it provides for the 





members staying at home and voting 
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indicates a desire on the part of the 
directors to dispense with their pres- 
ence and conference, and the plan of 
leaving the result of all elections to 
be determined by a few directors, at 
some time convenient to themselves, is 
open to abuse in the excitement inci- 
dent to a heated election, when the di- 
rectors themselves are vitally inter- 
ested in the result, 





“On December 31, 1912, nine days be- 
fore the above election is claimed to. 
have been held, there were 14,233 mem- | 
bers and there was in the Reserve 
Fund at that time $827,808.16, of which 
a large portion had been deposited by 
and then belonged to these members. 
There was no suggestion made to these 
members to give up their interest in 
this Reserve Fund for the general wel- 
fare of the Association, there was no/| 
call for patriotic sacrifice on the part) 
of these members to prevent disaster— | 
on the contrary the Association was 
represented as being in a most flour- 
ishing condition and everything was so 
serene and calm that only 827 appear to 
have taken the trouble to vote and 
of these 728, without conference or 
consultation are represented as voting 
to relinquish their right to a return 
of their portion of this reserve. 

“There was no statement sent out by 
the directors to the effect that this 
specific thing ought or was intended 
to be done. There was only a vague 
statement that, if the amendments were 
adopted, it would greatly strengthen 
the Reserve Fund and enable the Asso- 
ciation, without additional cost to the 
insurer, to issue policies providing for 
the payment of one-half the face of 
the policy in case of total permanent 
disability of the insured from acci- 
dental causes, and providing for pay- 
ment of one-tenth of the face of the 
policy to the insured on reaching his 
72d birthday and a like amount to him 
annually thereafter until the whole 
amount had been paid; and that the 
new policy would also contain a clause 
rendering it incontestable after two 
years from date. This statement is 
hardly sufficient argument to induce a 
member carrying a three months term 
policy to give up a substantial sum 
and still remain liable to such assess- 
ments as the Association deemed nec- 
essary to enable it to carry out the 
above improvement. 

“The policies of all the members at 
that time provided that at the death of | 
a member his guarantee deposit, or the 
amount thereof, which had not been'| 
used in the payment of assessments. 
should be repaid to his beneficiary in. 
addition to the amount of his insurance, | 
There was no suggestion in the notice | 
that one of the improvements in the) 
proposed policies, which as they said | 
was ‘in keeping with our progressive 
policy,’ would be an elimination of the 
provision in the old one referring to 
the return of the guarantee deposit. 

The purpose of this By-law and the 
advantage that may be taken of the 
members under it by the directors, 
whenever it is desired by them to so 
do, is fairly illustrated above. It is 








wholly in their power, it will be seen, 
to thwart the will of the members when 
the directors find it to their advantage 
should they be disposed to do so. 

You will observe, on examining a 
copy of the By-laws of the Association, 
filed herewith that these By-laws were 
adopted by the board of directors and 
not by the members of the Association. 





In this connection I desire to say that | 
I do not believe a board of directors | 
who are actuated by the highest mo-| 
tives and regard for the welfare of the 
Association would adopt a By-law that 
would enable them, or a similar board, 
to cheat the members or set at nought 
their will, whenever it pleased them to 
do so. 

“The President of this Association ap- | 
pears to have or exercise almost abso- 
lute control of it. He alone is in a po- 
sition to give full information as to its 
operation, and, during this examination | 


‘your examiners found the office staff | 
making the provisions which the laws 


either in ignorance, or under orders, to | 
refer to the president all inquiries or 
requisitions made of them. The presi- | 
dent draws a salary of $7,500 per year; | 
F. Whittemore, first vice-president, 
draws a salary of $1,000 per year; E. 
M. Martin, second vice-president and 
counsel, $3,000 per annum; Dr. A. C. 
Stokes, medical director, $2,400 per 
year; J. W. Hughes, assistant secretary 
and treasurer, $2,100; A. T. Cajacob, 
auditor, $1,380 per year; R. E. Lang- 
don, $750 per year as clerk. The presi- 
dent devotes all of his time to the 
association. Mr. Whittemore, who has 
charge of an investment company and 
referred to later herein, appears to 
spend very little time at the home of- 
fice. He is there usually at directors’ 
meetings, once a month, when he nearly 
always has some deal to make with the 
association in the interest of his in- 
vestment company.” 


Soliciting Printed Matter. 


The examiners criticised the printed 
matter used by the agents of the asso- 
ciation to write business. One leaflet 
especially was referred to in the re- 
port, which makes a comparison of 
$6,000 of life insurance based on age 
35 in the Guarantee Fund Life with 
the same amount of insurance in an 
old line, non-participating company. 
The comparison shows a difference of 
$511.80 in favor of the Guarantee Fund 
Life. The examiners point out the un- 
fairness of the comparison by the fol- 
lowing points. 

(1) That the insurance in one case is 
whole life insurance, and in the other, 
quarterly term insurance, 

(2) That the premium in one is fixed 
and known, and in the other case is 
not fixed and may be indefinitely in- 
creased. 

(3) That the premium in one case 
ceases at age 55 and in the other case 
continues during the remainder of life. 

(4) That when 20 years have ex- 
pired the association will certainly be 
charging a greater premium than the 
amount shown, with the prospect of 
still further increase. 


(5) That taking the figure shown, 


‘members the association 





$79.80, for the .remainder of life it is 





equivalent at 4 1-2 per cent to a sum 
down of $943.38. 

“Even allowing the 6 per cent rate 
of interest, the comparison is against 
the association. A further considera- 
tion is the prospect of impaired health 
when this association is discontinued 
with the possibility ended of getting 
further insurance. 

“Accompanying the report is a book- 
let in which these unfair and mislead- 
ing comparisons are carried out in great 


| detail. 


“Owing to its large influx of new 
is granting 
term insurance at low cost, and it is 
under the laws entitled to carry on 


business, so long as it can, on the term 


basis. The association is not, however, 
justified in carrying on a campaign of 
misrepresentation of the operations of 
old line companies which are required 
by law to operate on a sound actuarial 
basis, or to attack these companies for 


require. 

“The president did not attempt to 
justify the leaflet above referred to, 
but he claimed the right to attack the 
companies as he pleased in the conduct 
of his affairs.” 

Mortgage Loans, 

The examiner stated that there was 
not time, nor opportunity to make any 
satisfactory investigation relative to 
the value of the mortgage loans. 

The following important remarks of 
the examiner in regard to the associa- 
tion’s methods of making loans should 
be carefully noted: , 

“The property mortgaged in most in- 
stances was situated mostly in the 
western and northern portions of the 
State and, in many cases, the land 
mortgaged had been recently obtained 
by the borrowers by patent from the 
United States for homesteads. I have 
some misgivings as to the wisdom of 
many of these loans and the manner 
in which the association obtained them 
in no wise increased my faith in them. 
In examining these mortgages I found 
that in almost every instance the loan 
appeared to have been made originally 
by the Central Loan and Investment 
Company of Lincoln, Nebraska, and 
subsequently assigned by it, without re- 
course, to the Guarantee Fund Life As- 
sociation, 

“The Central Loan and Investment 
Company is a very small corporation 
organized as I was informed with a 
capital stock of about $10,000, for the 
purpose of dealing in real estate, mak- 
ing loans on same, etc. 

“I do not know how much of the 
capital stock of this company is paid 
for or who owns same although I sus- 
pect that it is financed by officers of 
the Guarantee Fund Life Association. 

“J. L. Fisher, cashier of the Ewing 
State Bank which was referred to here- 
tofore as one of the banks in which 
was deposited the advancements made 
by directors Whittemore and Buffing- 
ton to the expense fund of the Guaran- 
tee Fund Life Association, is president 
of the Central Loan Investment Com- 
pany; F. Whittemore, vice-president, 


(Continued on next page.) 
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Guarantee Fund Life (Continued). 
and director of the Guarantee Fund 
Life Association also vice-president of 
the Ewing State Bank, is its secretary 
and treasurer. 

“An examination of the papers con- 
nected with these loans, together with 
other information obtained, indicated 
that the Guarantee Fund Life Asso- 
ciation effected its loans as follows: 
First, the application for the loan was 
made to the Central Loan and Invest- 
ment Company describing the property, 
and the abstract of title being fur- 
nished, the attorney for the Guarantee 
Fund Life Association was handed the 
papers and asked for. an opinion as to 
the sufficiency of the title of the bor- 
rower. If, thereafter, it was agreed 
that the Guarantee Fund Life Associa- 
tion would make the loan then Mr. 
Whittemore would recommend the loan 
to the Central Loan and Investment 
Company which it would at once make 
charging the borrower from 5 1-2 to 7 
per cent interest per annum, payable 
semi-annually, and an outside consid- 
eration for making the loan, then the 
note and mortgage was assigned to the 
Guarantee Fund Life Association. Fre- 
quently the note and mortgage would 
be dated prior to the actual payment 
of money or approval of the loan, and, 
in some cases, even prior to the date of 
the application. In these cases the 
Guarantee Fund Life Association would 
pay the Central Loan Investment Com- 
pany the face value of the note, plus 
the accrued interest, and, if the interest 
exceeded 6 per cent it paid an addi- 
tional sum sufficient to reduce the in- 
terest it would receive to 6 per cent. 

“I submitted to Mr. Whittemore a list 
of seven loans, namely, No. 209, 219, 227, 
246, 266, 282 and 296, and asked him to 
give me a statement of just how these 
loans had been made, who furnished 
the money and how much the Central 
Loan & Investment Company received 
from the borrowers for effecting the 
loans. I stated to him that, as he was 
a director and vice-president of the 
Guarantee Fund Life Association, I 
wanted to be assured that he was not 
using his office in that association as a 
means of improving his private for- 
tune at the expense of the association. 
I was led to believe that he would ex- 
amine the books of the Central Loan 
and Investment Company with refer- 
ence to these loans and advise me by 
letter. I was of the opinion the com- 
pany had suffered considerable loss 
through its deal with the Central Loan 
and Investment Company for the bene- 
fit of certain members of both compan- 
ies.” 

In view of the above the examiner 
sent a special delivery letter to Mr. 
Whittemore, requesting pertinent in- 
formation regarding the loans, but no 
reply to the letter was made, nor was 
he able to obtain any information re- 
garding any of the matters referred to 
above. The minutes of the Guarantee 
Fund Life Association show that at 
every directors’ meeting which Mr. 
Whittemore attended since January 1, 
1913, “a number of loans of the Central 





Loan and Investment Company have tion is spoken of in these letters as 


been approved, and during that time 


sixty-three loans, amounting to $163,- 

900 have been assigned.by it to the 

Guarantee Fund Life Association and 

not one through any other channel.” 
Policy Forms. 

“Paragraph 2, page 2, is incorrect and 
misleading inasmuch as it fails to state 
that when the assets are exhausted, 
calls in excess of the amounts shown 
must be levied on the members. 

“Paragraph 4, page 2, provides that 
failure to pay any quarterly call for- 
feits the policy. This is done even 
though the member has a large Guar- 
antee Deposit which has been obtained 
from him to cover arrears of calls. 

“Paragraph 8, page 2, dealing with 
Old Age Benefit is inserted in the asso- 
ciation’s policy for the first time. No 
extra charge has been made for this 
benefit and the premiums now being 
charged by the association hold out no 
prospect of these benefits being real- 
ized without a heavy increase in as- 
sessments. The chief purpose of this 
concession to the members seems to 
have been to tempt them to exchange 
their old policies for the new. It will 
be remembered the old policies carried 
a provision for return of the Guarantee 
Deposit at death, and this has been 
avoided under the new policy by in- 
serting in exchange an old age provis- 
ion of an fllusory character, If the as- 
sociation is still in existence when this 
provision becomes operative to any ex- 
tent, the provision will soon bring its 
existence to an end. 

“A great many old policies have been 
exchanged for new ones and, in those 
cases where members have not sur- 
rendered their old policies, the associa- 
tion treats the provision contained in 
them for the return of guarantee de- 
posit as annulled by the amendments 
of January 9, 1913, of Articles of Incor- 
poration, but, of course, he gets none 
of the so-called advantages of the new 
ones because they are not provided for 
in the old. 

“Even in cases where members had 
died prior to the said amendment but 
where payment of policy was not made 
until after the amendment was passed, 
the association has withheld the guar- 
antee deposit of the members without 
a shadow of justification for so doing.” 
Northwestern Adjustment & Collection 

Agency. 

“This agency is an invention of the 
Guarantee Fund Life Association and 
devised for the purpose of effecting the 
collections of Guarantee Deposit notes 
of lapsed members. There is no such 
agency in fact. It is purely a fiction. 
The only evidence of its existence is 
the stationery which the Guarantee 
Fund Life Association has caused to be 
printed bearing the name of the agency 
and the association’s attorney as its 
counsel. Upon this stationery some 
member of the association writes the 
debtor and signs the letter as manager. 
From this cover the association bom- 
bards the victim with demands of pay- 
ment and threats of suit, 

“The Guarantee Fund Life Associa- 


‘the client of the agency and attornies 
are engaged by it to push the collection 
/and urged to ‘use every effort to make 
the collection without suit.’ 

“For some reason no suits have ever 
been brought, so far as I could find, 
on any of these claims. I am filing 
| herewith several specimens of this 
agency’s letters along the above lines.” 


Conclusion. 

In concluding the remarks the exam- 
iner stated: 
| “Without summarizing or rehearing 
, the facts discussed in the foregoing re- 
port, it seems sufficient to say that, on 
account of its mixed and uncertain 
'plan, its arbitrary and questionable 
methods and its utter disregard of 
charter, by-laws and rights of mem- 
bers, it ought not be admitted to do 
business in this State.” 


' Answer to Report by the President of 
the Association. 

On December 8, 1913, the president of 
‘the Guarantee Fund Life Association 
|wrote the Insurance Commission of 
Kentucky, answering in part the criti- 
cisms of the examiner. In the first part 
of the answer the president objects to 
the length of the report and the amount 
of the bill for making the examination, 
claiming that the first seven pages were 
absolutely wasted in copying Nebraska 
laws, articles of incorporation and ex- 
tracts from Moir’s Life Assurance 
Primer. He states as follows: 

“We desire to answer this report, not 
that we are concerned over the trivial 
criticisms contained therein, but be- 
cause of the unfair and plain untruths 
it contains as well as the recital of im- 
portant and vital facts which it omits.” 

In answering the criticism of the 
lapse rate, the letter says: 

“Your examiners, at least one of 
whom was experienced in insurance 
matters, should know this statement to 
be untrue. We began the year 1912 
with approximately twenty-four mil- 
lions of business in force, and closed 
the year with more than thirty-nine 
millions, with a net lapse of but §$3,- 
888,000, or eleven per cent of the mean 
amount at risk. Had your examiners 
Stated the facts to you they would 
have told you that the rate of lapsa- 
tion was not unreasonable, and, as a 
matter of fact, it is very low. The rate 
this year will not exceed the record for 
1912 to any marked extent.” 

In fairness to the association we 
print in full the balance of the presi- 
dent’s letter, which is as follows: 

“Immediately following the language 
above quoted, your examiners refer to 
“Death Claims” but failed to tell you 
that none of the claims reported as un- 
paid at the end of 1912 had been 
proven. These claims were all received 
during the month of December, 1912, 
and were paid promptly upon receipt 
of due proofs, This is a fact which 
your examiners should have discovered 
in the three weeks which they spent 
in our office, during all of which time 
they had free access to our records. 











of the report: 


We quote the following from page 11 
“It transpired that all 
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papers relative to claims were kept 
by the president in his désk. On in- 
quiry he informed the examiner that 
two claims for $4,000 were outstanding 
at September 30th. By persistent in- 
quiry in the office ten claims for $26,000 
were found,” The usual method of 
handling claims is for the Secretary to 
turn the papers over to the president 
after the proper investigation has been 
begun. The Secretary is the first to 
learn of any claims reported, and has 
a record of all such claims. The state- 
ment that the president informed your 
examiners that two claims of $4,000 
were outstanding at September 30th 
when as a matter of fact $26,000 were 
outstanding, is a deliberate falsehood. 
Your examiner, Thomas, never asked 
the president concerning any death 
claims unpaid. Your examiner, Halli- 
day, however, did request such informa- 
tion on the last day he was here, the 
request being made in the presence of 
examiners Vanzant and Thomas, and 
Vice Presidents Whittemore and Mar- 
tin. The claims were all turned over 





| 


to Halliday promptly, no prior request | 


having been made by him for this in- | 


formation. 


“Why was it that your examiners 


him 


failed to report to you that during the | 


twelve years since our organization we 


have sustained 


losses under $400,000, | 


while we have saved a sum, available 


only for losses, in excess of one million 
dollars; that our average mortality 
cost during the twelve years has been 
under $2.00 per $1,000, and that the rate 
this year (our twelfth) should be un- 
der the rate for 1912, when it was but 
$3.87 per $1,000, and that our record in 
this important respect has not been 
equalled by any other insurance organ- 
ization, regardless of plan; that the 
losses sustained this year to October 
lst were but twenty-three per cent of 
the expected losses? We wish to know 
why they failed to report this informa- 
tion to you? Did they fear that the 
record might, by some, be construed 
as complimentary to the management? 

“Why did your examiners, during 
their three week’s stay in our office, 
fail to discover and report:to you the 
fact that the president and organizer 
of the association received no salary 
whatever during the first five years fol- 
lowing organization? Did they fear to 
report this lest it might, by some, be 
considered as complimentary to the 
management? 

“The insinuation of your examiners 
that dishonest methods have been used 
in arriving at the amount of taxes due 
the various states, is wholly inexcusa- 
ble. While we could not produce the 
figures to verify the amount due on the 
receipts for last year, owing to the 
fact that the assistant secretary at 
that time, is now permanently located 
in Montana, we explained the general 
method used, which was to eliminate 
the guarantee deposits, for the reason 
that these deposits, previous to this 
year, were all a contingent liability, 
and for that reason we rather felt that 
the deposits should not be subject to 
the taxes. As far as paying the taxes 





on the cash payment withheld by the 
agents, we have never done so. AS a 
matter of fact we did not think it cus- 
tomary to pay the taxes on the amount 
so withheld. If it is proper to tax 
these amounts, as well as the Guar- 
antee Deposits, since these deposits 
are now held in our Reserve Fund 
and may be used only for payment of 
losses in excess of the maximum one 
per cent rate, we will gladly pay the 
taxes, and will take this matter up 
with the various departments next 
Spring, with the view of arriving at 
a satisfactory understanding. For 
your examiners to refer to this mat- 
ter in the manner in which they have 
is unjust and inexcusable. 

“On page 33 of the report, the fol- 
lowing language is used: ‘The Presi- 
dent did not attempt to justify the 
leaflet above referred to, but he 
claimed the right to attack the com- 
panies as he pleased in the conduct of 
his affairs.’ This is an untrue state- 
ment, or rather it is a statement 
which fails to tell the whole truth. 
Mr. Halliday called my attention to 
the leaflet which we issue, and I told 
it had been prepared by one of 
our agents; that as a matter of fact I 
did not indorse such advertising. He 
seemed very much exercised that we 
would dare to make a comparison of 
our proposition with the ‘Old Line’ 
and I told him that we fought only 
on the defensive; that when we were 
attacked by unprincipled compe. tors 
we used any weapon available for de- 
fense, or words to that effect. It is 
not the plan of this Association to 
go out over the country attacking 
competitors. One of the things which 
we have drilled into our men in the 
field is to attend strictly to their own 
affairs and talk our proposition ex- 
clusively. 

“On page 35 of the report, second 
paragraph, we are criticised because we 
use the words “Auditor of Public Ac- 
counts” instead of “Insurance Commis- 
sioner.” The Supreme Court of this 
State has not yet passed upon the In- 
surance Code enacted by our legislature 
last Spring. The statement referred to, 
on the second page of our policy, was 
absolutely correct_last year at the time 
the policies were lithographed. This is 
a good example of the criticisms con- 
tained in the report. 

“The loans of this association have 
been very carefully made. No interest 
nor principal has ever gone past matur- 
ity. This is a matter of record which 
your examiners should have discovered 
during their three weeks stay in our 
office, and had they been disposed to be 
fair, would have reported the facts to 
you. Your examiners have no right to 
question the character of our loans, and 
would not have done so except for the 
fact that they evidently desired merely 
to criticise. The action of your exam- 
iners during the time they were in our 
office, their lack of interest in explan- 
ations of various matter, convinced the 
undersigned that they did not want the 
facts. The matter of the advances to 
the Expense Fund were explained by 





the president, who made the statement 
that the advances had been made upon 
the demand of the Illinois Insurance 
Department at the time of our entrance 
to Illinois in June or July, 1912. Why 
was it that your examiners did not ver- 
ify this statement? The Illinois de- 
partment could easily have verified the 
statement, and doubtless would have 
done so had your examiners desired 
verification. The fact that they did not 
investigate this and other matters, and 
ascertain the facts, convinces the un- 
dersigned of their utter lack of fair- 
ness. 

“This association is twelve years old, 
is licensed in nineteen states, and has 
never failed to receive a license from 
any State to which it has applied. The 
affairs of the association have been 
carefully examined annually by various 
actuaries of' the Nebraska Insurance 
Department, none of whom have ever 
seriously criticised the management 
and in some instances the reports have 
really been complimentary. The report 
of your examiners, covering forty-one 
pages of closely typewritten matter, 
does not contain a single sentence 
which anyone could possibly construe 
as complimentary. I know the report 
to be unfair and unjust, and in my 
opinion it is positively libelous in a 
number of instances, in view of the 
fact that the statements made are un- 
true, and must be known by your ex- 
aminers to be untrue. 

“Again calling your attention to Sec- 
tion 680 of the Insurance Laws of the 
State of Kentucky, we ask you in all 
fairness, does the report of your ex- 
aminers show that the affairs and busi- 
ness of this association is in an un- 
sound condition? Has it been shown 
that our business is not carried on 
within the limits and restrictions of our 
Articles of Incorporation and By-laws? 
Section 681 of the Insurance Laws of 
Kentucky requires foreign life insur- 
ance associations, similar to ours, to 
have on deposit, either in its home 
State or in Kentucky at least $100,000 
invested in good securities for the ben- 
efit of all policyholders. Our certifi- 
cate, under seal of the Auditor of Pub- 
lic Accounts of the State of Nebraska, 
now on file in your department, was 
that we have over $500,000 in Nebraska 
for the benefit of our policyholders. 
The provisions of the Kentucky laws 
are plain. We have fully complied 
with every requirement and are justly 
entitled to our license. We were com- 
pelled contrary to our wishes to com- 
mence mandamus proceedings. We 
submit that the report of your ex- 
aminers, although containing many 
trivial criticisms, clearly show that we 
are entitled to a license.” 

Examiners’ Rejoinder. 

“Under date of December 8, 1913, Mr. 
J. C. Buffington, president of the asso- 
ciation, addressed a communication to 
you in regard to my report expressing 
his extreme displeasure with the sub- 
stance thereof. 

“IT am sorry the conditions of the 
company and its method of doing busi- 

(Continued on next page.) 
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Guarantee Fund Life (Continued). 


ness were such as to prevent my mak- 
ing a report that would have been both 
creditable and gratifying to him. 

“At first he complains of the length 
of the report and then criticises it for 
failure to show many things, which, he 
says, it omits. 

“J desire to say in this connection 
that the length of the report is in a 
measure due to the desire of your ex- 
aminer to state all the facts relating 
to the association, it being more nec- 
essary in this case, in my opinion, on 
account of the unusual and irregular 
basis on which the company is operat- 
ing, and the complaint that any facts 
necessary to a clear understanding of 
the condition of this company has been 
wantonly suppressed or unfairly stated 
is entirely without foundation. This 
fact, Mr. Buffington is obliged to know. 

“The paragraph in my report relat- 
ing to death claims was a simple rec- 
ord of facts, suggesting neither praise 
nor blame. We said that the lapse rate 
was high and we think the figures 
showing lapses to the amount of $8,- 
362,000 for nine months, or at the rate 
of $11,149,000 per annum, is high. This 
is equivalent to an annual rate of lapse 
of 50 per cent of the new business and 
4 per cent of the renewals. Compare 
also the lapse of $3,880,000 for the en- 
tire year of 1912 with the nine months 
lapses of $8,362,000 in 1913. This is 
largely due to the very large increase 
in the volume of new business, but it 
cannot be said it is not a high lapse 
rate. 

“In the matter of outstanding death 
claims I am obliged to say that, if Mr. 
Buffington believes the statements set 
forth by him in reference thereto are 
a true version of the facts, his memory 
is no better now than his manners were 
at the time your examiner demanded of 
him the records of same. 

“While I do not desire to go into un- 
necessary details, I desire, on account 
of the statements made by Mr. Buffing- 
ton in reference to this matter, to state 
the exact facts as they occurred and 
which constituted the basis for the 
Statement in my original report, which 
I thought was a rather mild statement 
in view of the circumstances. Several 
days before Mr. Halliday left Omaha, 

Mr. Vansant was directed to get the 
company’s record of death claims. On 
his return he stated that he was in- 
formed the Association kept no book 
showing such information, but that 
the correspondence pertaining thereto 
was kept by Mr. Buffington locked in 
his desk and at that particular time 
he was not in his office. Later, when 
Mr. Buffington returned, Vansant ap- 
Plied to him for a list of unpaid death 


claims. When he returned he pro- 
duced a statement in the handwrit- 
ing of Mr. Buffington showing the 


names and amounts of two claims, 
aggregating $4,000. These, Vansant 
said, he was informed by Mr. Buffing- 
ton, constituted the entire amount of 
unpaid claims outstanding September 
30th, 1913. 





“After this Mr. Halliday found refer- 


ence to other claims and began a 
painstaking search of all records and 
correspondence through the assistance 
of which he might run down same. 
He was finally able to compile the list 
set out in my original report. With 
this list in his hand, Mr. Halliday 
went to Mr. Buffington and demanded 
all papers which he had in his control 
relating to unpaid claims and I was 
told by him that even then he had to 
read out the names one by one before 


he was finally able to secure the 
papers. 
“I am not certain that this list is 


complete, there may have been other 
claims which we did not find, but of 
‘one thing I am quite certain, we had 
no help from any person connected 





with the Association in our efforts to 
secure it. This, however, was only one 
of many instances in which we were 


refused courteous co-operation by the 
president of the Association. 

“The last day Mr. Halliday was in 
the Association's office, I called him 
land Mr. Vansant together and ex- 
plained to them that in order to. be 
perfectly fair with the association, not- 
withstanding the obstructions and dis- 
courtesies of the president, I desired 
them to be present at an audience I had 
asked for with the president for the 
purpose of giving him a final oppor- 
tunity of explaining various acts and 
transactions which he had failed to ex- 
plain and which did not look right to 
us, among which was the above. 
| “This is the meeting which Mr. Buf- 
‘fington refers to as being the only time 
;the matter was ever mentioned to him 
land at which he also says Vice Presi- 
i'dent Whittemore was present. In each 
,of these statements he is equally mis- 
taken. I never saw Mr. Whittemore 
but once, that was five days before 
when I called on him in his office in 
Lincoln, Nebraska, to inquire how much 
profit he was making personally out of 
his real estate deals with the Guaran- 
tee Fund Life Association. At that 
time he promised to advise me, as soon 
as he could ascertain from his books, 
how much his investment company had 
cleaned up on the seven loans I sub- 
mitted to him of the sixty-three trans- 
actions which he had negotiated with 
the Guarantee Fund Life Association 
during the first nine months of 1913. 
This was the last I ever saw, or heard 
of, Mr. Whittemore. 

“The examiners are not in any way 
surprised at the Association having 
a low death rate. Any concern doing 
a very large new business (in propor- 


| 
| 
| 





tion to its total business) at young 
ages, is bound to have a low death 
rate in the early years. The thing 


your examiners desire to point out is 
that the public was not, and is not, 
getting the benefit of cheap insurance. 
Leaving out of account the expense 
fund contributions, the Association 
collected for Mortuary and Reserve in 
1912 and 1913 $766,172.51, while the 
claims paid amounted to only $225,- 
300.00. It will be seen that the Asso- 
ciation collected over three times the 
amount required to pay its death 


surance, as pointed out before, just 
why the Association should be given 
credit for giving cheap insurance is 
not evident to your examiner. 

“I do not know and had no means 
of discovering whether Mr. Buffington 
ever served his Association without 
reward during the early period of its 
existence as the minute book covering 
a long period was missing. It appears, 


however, that he is at present draw- 
ing $2,500 per year more than the 
present insurance laws of that State 
allow such associations to pay, with- 
out a two-thirds vote of the entire 


membership. 

“In the matter of taxes on premiums 
to which he alludes, your examiner 
points out not that the guarantee de- 
posits were not reported to the vari- 
ous Departments, but that special fig- 
ures were compiled showing conribu- 
tions to the Reserve, Mortuary and 
Expense funds on a very much re- 
duced scale, thereby leading the vari- 
ous Departments to believe that their 
whole income had been truly reported. 

“Taking the case of Texas, which 
has roughly one-eighth of the Asso- 
ciation’s business, the collections for 
the various funds would be approxi- 
mately as shown below. There are 
also shown the figures as sworn to by 











the Association: 
Amount 
One-eighth. sworn to. 
Mortuary Fund 
Assessment ....$20,342.14 $ 3,611.00 
Reserve Fund..... 36,177.93 6,525.00 
New Guarantee 
Deps. less can- 
celled. 
Expense Fund 
Collections 38,289.91 1,291.00 
$94,809.98 $11,427.00 
“From the above it will be seen that 
the yuarantee Deposits were not 
eliminated as is now claimed by Mr. 
Buffington, but were put forward at 


about one-sixth of their true amount. 
For representing on oath the assess- 
ment of about $20,342.14 at $3,611.00 
the Association has no excuse. As for 
the expense collections, even omitting 
the initial cash payments retained by 
the agent, there has been collected in 
Texas for the expense fund about $17,- 


000.00, yet the amount is sworn to 
at $1,291.00. To me it appears a de- 
liberate effort to evade taxation. 


“In regard to the leaflet referred to 
in the report, I desire to state unhesi- 
tatingly that nothing could be done 
in the Association’s home office with- 
out the knowledge and consent of the 
President and he cannot shift the re- 
sponsibility for its issue and circula- 
tion by charging that it was prepared 
by an agent without his consent. This 
leaflet and the book of comparisons 
published by the Association and which 
accompanies my original report, con- 
stitute a gross misstatement of facts, 
and the insurance companies which 
conform to the laws of the State are 
entitled to protection against such 
misleading documents. 

“I called attention, in my report, to 





claims. As this is all short term in- 


the fact that the last sentence of the 
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first paragraph on page 2 of policies 
used by this Association, which reads 
as follows: ‘The law requires the safe 
investment of the Reserve Fund and 
provides that the securities (First 
Mortgage Farm Loans and Municipal 
Bonds) shall be held in trust by the 
Auditor of Public Accounts of Ne- 
braska,’ is incorrect. My report shows 
that the Reserve Fund at the date of 
this examination was $977,203.10. The 
present law only requires a deposit 
of $100,000.00 and the Association now 
has on deposit, with the Insurance 
Commissioner of Nebraska, six mort- 
gage loans amounting to that sum, 
Since the enactment of the new code 
referred to by Mr. Buffington all other 
securities representing the Reserve 
Fund have been withdrawn without 
waiting for the Supreme Court to pass 
upon the validity of the code, there- 
fore it did not occur to me that such 
an adjudication would be essential be- 
fore correcting the Association's poli- 
cies so as to make their statements 
conform to facts. 

“With reference to the advance- 
ments made by Mr. Buffington and Mr. 
Whittemore to the Association men- 
tioned on page — of my report, Mr. 
Buffington stated that the Associa- 
tion’s expense fund was considerably 
overdrawn at the time he was trying 
to secure admission to the State of 
lllinois and that the Commissioner of 
that State declined to admit the As- 
sociation, unless the Association would 


borrow sufficient money to cover 
same: that, thereupon, he and Mr. 
Whittemore made the advancement 
and deposited same in bank to the 
Association's credit. This, he _ said, 
was satisfactory to the Illinois Com- 


missioner and the Association was 
then admitted. We asked for the cor- 
respondence touching this matter, but 
it was never produced. Of course, I 
did not take this matter up with the 
Commissioner of Illinois for, even if 
his (the President's) statements were 
true, it would furnish no justification 
of the officers’ conduct in reference to 
the matter. ‘The assessments for the 
Expense Fund should be sufficient to 
meet its claims, and if it needed funds 
to meet its demands its liabilities 
were not lessened by borrowing these 
amounts from other with which to 
pay them, besides the money was not 


spent but lay idle in bank in which 
the Vice President, Mr. Whittemore, 
of this company was interested and 


for such use the President, Mr. Buffing- 
ton, received a check for $624.96 in- 
terest from the Association. 

“The Association in its reply does 
not face the real issue raised by the 
report, and I am forced to reiterate 
what I said in my original report that 
‘on account of a mixed and uncertain 
plan, its arbitrary and questionable 
methods and its utter disregard of 
Charter, By-laws, and rights of mem- 
bers, it ought not be admitted to do 
business in this State.’”’ 

(Signed) C. F. THOMAS, Examiner. 
Later Examination by the Nebraska 
Insurance Department. 

A perfunctory examination of the 
Association was made by the Nebraska 





Insurance Department as of December 
31, 1913, the report being dated March 
23, 1914. 

In contrast to the report of the Ken- 
tucky examination, no adverse criti- 
cisms of the company’s methods were 
made. In this examination it is stated 
that the accounts of the Association 
“are kept with almost perfect ac- 
curacy. The system of checking is 
such that any error that may be made 
is almost invariably detected before it 
becomes a matter of record.” 

An extensive examination of the 
death claims indicated that claims 
“are equitably adjusted and promptly 
paid.” There were no contested or 
resisted claims at the end of 1913. 

Special reference was made to the 
guarantee deposits paid in, which are 
still subject to the provision of the 
old policies calling for the return of 
the deposit to the beneficiary at the 
death of the insured. The examiner 
stated: “We think some reserve should 
be carried for this liability, but we 
hardly know upon what basis it 
should be computed. It may be said 
that it bears the same relation to 
the resources of the association as 
the face of the policy, which is true, 
as both are contingent upon the in- 
surance being maintained until the 
death of the insured; but there is this 
difference: the face of the policy is 
term insurance and is being main- 
tained from quarter to quarter by the 
voluntary payment of the calls, while 
the Guarantee Deposit is a sum in 
hand. We would suggest that the As- 
sociation set up a voluntary contin- 
gent reserve for this item in its lia- 
bilities, unless some equitable basis 
of computfhe its present value can be 
suggested.” 

It will be noted in the Kentucky re- 
port of examination the examiner 
stated that very little assistance was 
rendered by the officers to aid them in 
ascertaining certain information. In 
the Nebraska report the examiner 
Stated that “every possible courtesy 
and assistance were rendered by the 
officers and heads of departments to 
aid us in our work.” 

We have given the large amount of 
space to this report for the reason, 
that, so far as we Know, it is the first 
time that the Association has been 
thoroughly examined by an insurance 
department other than that of its 
home state. The examinations of in- 
Surance companies made by the insur- 
ance department of Nebraska have 
been merely audits of their finan- 
cial condition. 


THE NORTHWESTERN LIFE ASSUR- 
: ANCE CO., WINNIPEG, MAN. 
In Process of Organization. 

The preliminary organization work 
of this company was commenced under 
the proposed title of the Winnipeg Life 
Assurance Company, but at the share- 
holders’ organization meeting held on 
February 14, 1914, the present title 
was assumed. Its authorized capital 
is $1,000,000, of which $125,000 had 
been subscribed and $18,750 paid in 
cash on February 14, 1914. The par 
value of the stock is $100 per share, 








and the selling price $115 per share. 
The amount available for organization 
expenses is $10 per share, to which ex- 
pense the shareholders unanimously 
consented at the stockholders’ meet- 
ing. 

The company expects to be ready to 
write business October 1, 1914. It is 
proposed to write only ordinary life in- 
surance on the annual dividend plan. 

The officers are as follows: Presi- 
dent, W. R. Milton; vice-president, J. 
F. C. Menlove; secretary, F. O. Maber; 
treasurer, Albert Geiser; managing di- 
rector, H. R. S. McCabe. 

The managing director, H. R. S. Mc- 
Cabe, was formerly manager of the 
Central Canada branch of the London 
and Lancashire Life and General As- 
surance Association, Limited. 

The secretary, F. O. Maber, was for- 
merly manager of the Central Canada 
branch (life) of the Royal Insurance 
Company, of Liverpool. 

The directors are the above officers, 
together wit jolph, H. L., Brandon, 
Man., Ex-mayor of the city of Brandon, 
honorary president of the Life Under- 
writers’ Association, director of the 
Canadian Guaranty Trust Company, 
president of the Adolph Lumber Com- 
pany and director of the Brandon 
Creamery and Supply Company. 

Breakey, J. W., of Souris, real es- 
tate and financial agent, secretary and 
treasurer of the town of Souris, of the 
municipality of Glenwood, and Souris 
Creamery Company, Limited. 

Bright W. J., Winnipeg, secretary 
and treasurer of the A. Bright & Sons, 
wholesale crockery and glassware. 

Homeyer, F. J., Winnipeg, assistant 
secretary and treasurer of the McDon- 
ald Dure Lumber Company, Limited. 

McDonald, D. O., Winnipeg, owner of 
the Canadian Messenger Service Com- 
pany and vice-presiedent of the Subur- 
ban Realty Company, Limited. 





OHIO NATIONAL LIFE INSURANCE 
COMPANY, CINCINNATI, O. 
Reinsures Accident and Health Busi- 
ness 
On May 7, 1914, this company rein- 
sured its health and accident business 
in the Ohio State Life Insurance Com- 


pany of Columbus, O. The company 
will hereafter confine its writings to 
ordinary life insurance. 


ROYAL LIFE INSURANCE COMPANY, 
CHICAGO, ILL. 

Licensed to Commence Business. 

This company was incorporated un- 
der the laws of Illinois November 2, 
1911, and began business April 29, 1914, 
with $100,000 capital and $50,000 sur- 
plus paid in. The par value of the 
stock is $10 per share, and it has been 
sold at $20, $30, $40 and $50 per share. 
The company advised our representa- 
tive that stock sold at $40 and $50 per 
share was afterward refunded down to 
$30 per share. There is no reasonable 
baSis for such arbitrary increases, but 
are made to create the false impression 
that the stock is increasing in value. 
The president of the company informed 
our representative that the entire pro- 
ceeds from the sale of stock amounted 
to $279,000. He also stated that the 

(Continued on next page.) 
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company has fifty-one equipped branch/| wary, Donald F. ‘Campoat: medical} our entedion. Kaseuate evidence of bad = 
offices in various States in which the| field supervisor, S. P. Gibbs, M. D.;/ faith entirely to discredit the enter- 
company expects to do business. cashier, A. Kepka; auditor, R. H. Wil-| prise. Finally, the editor of this paper 

The prospectus of the company used} liams. purchased some stock of the company 
in selling stock was full of misleading in order to have the right to attend 
statements as to the returns a prospec- its annual meeting, at which he in- 
tive investor was likely to receive, UNIVERSAL LIFE INSURANCE COM-| troduced a resolution—see our March 
The president claims to have been in PANY, CLEVELAND, 0O. issue, pages 1382-138—calling for the 
the life insurance business for twenty To Be Wound Up by Trustee preparation of a report embodying the 
years. From. 1898 to 1903 he was con- In previous issues we have given! information which the company would 
nected with the Prudential Insurance| considerable space to the affairs of] have been compelled to file under oath 
Company of America, at Chicago, Ill.,/ this concern, which for a number of|if it had completed ofganization as a . 
and Jackson, Mich. From 1903 to 1905| years has been conducting a stoek-| life insurance company, the ostensible 
he was a life insurance broker at Chi-/ selling campaign from headquarters/| purpose for which it was. organized. 
cago, Ill., and from 1905 to 1909 he was/in Cleveland, O., under the direction/*In an editorial in our April issue Wwe 
connected with the Western Life In-!| of J. A. Stevenson, one of its original | mentioned the fact that an attorney i 
demnity Company of Chicago, Ill. His| promoters, with whom was associated | connected with the Universal Life had 





connections with both companies were! during part of the time a young law-/| denounced this resolution «as “con- 














unsatisfactory to them. yer named Milton S. Koblitz and a/ ceived in iniquity and nourished in — 
Earl Barker, the first vice-president,| life insurance man, Wilbur S. Tupper.| dishonor.” That would havé been a Vol 
was formerly vice-president and gen-/| The latter has had considerable ex-| very good description of the genesis " 
eral manager of the Scott Undertaking! perience, having been at one time/and growth of the whole Universal = 
Company, of Chicago, Ill., writing life! president of the Conservative Life In- ;Life scheme. 
insurance as a side line. O. A. Steck,| surance Company, of Los Angeles, and On May &8, 1914, following an appli- 
the second vice-president, was former-| was more recently connected with the jcation made by the Attorney-General REI 
ly in the life insurance and real estate! Banker’s Life Insurance Company, of |of Ohio in quo warranto proceedings 
business in Kansas City, Mo., and has} New York (the name of which was |instituted by him, a decree was en- 
been connected with the agencies of| afterward changed to Niagara Life |tered ousting the company from its 
the Metropolitan and New York Life; and the headquarters moved to Buf- |corporate rights, privileges and fran- P 
Insurance Companies in that city. falo), and the Pioneer Life, of Kansas |chises and dissolving it. Upon motion ( 
J. W. Singleten, secretary and treas- |City, which for a time passed into the jof the Attorney-General, Mr. Edmond inde 
urer, was formerly connected with the |control of the interests operating the |H. Moore was appointed trustee to 
Lake Street Elevated Railway Company |Universal Life. Recently, however, |wind up the company’s affairs. Mr. issu: 
of Chicago, Ill. His connection with |the Missouri interests in the Pioneer |Moore was formerly Superintendent of 
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| Pay Your Bookkeeper For His Brains--- 
Then Use Them 


Not the kind of brain work that is required to add “two and 
two.” A machine can do that better and relieve your book- 
keeper of this detail, so he can do more important things. 

A Burroughs adds, subtracts, multiplies, divides. It helps a 
man all day if he is handling figures. With the Burroughs he 
carries on the office work as before, but he becomes distinctly 
more efficient in four ways, viz.: 





1. The work is done in much less time. 

2. The work is done mechanically correct the first time. 

3. The bookkeeper takes more pride in his work and learns accurate 
short cuts. 

4. You (the manager) can quickly get viewpoints of your business 
from any kind of summary you wish. 


We will send the book, “Bossing Your Business,” on request a 
Would you like us to make a demonstration of the Burroughs’ 
efficiency in the day’s work of your office? 


Burroughs Adding Machine Company 


284 Burroughs Block, Detroit, Michigan 











